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Arizona Corporaul0n Commission

TO: Docke t Control

six XM Q95
DOCKETED

FROM : Ernest G. Johnson
Dire ctor
Utilitie s  Divis ion

JUL 26 2001

DATE : July 26, 2007

IN THE MATTER OF THE AP P LICATION OF INC NETWORK S ERVICES ,
INC .  F O R  A C E R TIF IC ATE  O F  C O NVE NIE NC E  AND NE C E S S ITY TO
P ROVIDE RES OLD P OINT-TO-P OINT P RWATE LINE
TELECOMMUNICATIONS  S ERVICE (DOCKET NO. T-20457A-06-0294)

Atta che d  is  the  S ta ff Re port o f the  a bove  Applica tion  re que s ting  a pprova l fo r
Ce rtifica te  of Convenience  and Necess ity ("CC&N") to provide  the  following se rvice s :

a

• Resold Point-to-Point P riva te  Line  Te lecommunica tions  Se rvices

S ta ff is  recommending approva l of the  Applica tion.
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S ERVICE LIS T FOR: INC NETWORK S ERVICES , INC.
DOCKET no. T-20457A-06-0294

Mr. Thoma s  M. Lynch, Esq.
La w Office s  of Thoma s  M. Lynch
252 Providence  Road, Suite  100
Anna polis , MD 21409

Ms . Donna  Dubre uil
Customer Service  Manager
INC Ne twork Se rvice s , Inc.
1 State  Street Plaza
Ne w York, NY 10004

Mr. Ernes t G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007-2927

Mr. Chris tophe r C. Ke mple y
Chie f Counse l, Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007-2927

Ms . Lyn Fa me d
Chie f Adminis tra tive  La w Judge , He a ring Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007-2927
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1 . INTR G DUC TIG N

O n  Ap ril 2 8 ,  2 0 0 6 ,  INC Ne two rk S e rvic e s ,  In c .  ("INC" o r "Ap p lic a n t") file d  a n
a pplica tion for a  Ce rtifica te  of Conve nie nce  a nd Ne ce ss ity ("CC&N") to provide  re sold point-to-
point priva te  line  te le communica tions  s e rvice s  within the  S ta te  of Arizona . The  Applica nt
pe titione d the  Arizona  Corpora tion Commis s ion ("Commis s ion") for a  de te rmina tion tha t its
proposed se rvice s  should be  cla ss ified a s  compe titive . On April 28, 2006, INC submitted, to the
Commiss ion, a  proposed ta riff for the  se rvice  it is  reques ting the  authority to provide .

S ta ffs  review of this  applica tion addre sse s  the  ove ra ll fitne ss  of the  Applicant to rece ive
a  CC&N. S ta ffs  ana lys is  a lso cons ide rs  whe the r the  Applicant's  se rvices  should be  cla ss ified a s
competitive  and if the  Applicant's  initia l ra tes  a re  jus t and reasonable .

2. TE CHNICAL CAP ABILITY TO  P RO VIDE  THE  RE Q UE S TE D S E RVICE S

INC ha s  indica te d in its  Applica tion tha t it is  curre ntly providing te le communica tions
se rvices  in 17 s ta te s /jurisdictions . (See  Attachment A). INC indica ted tha t it has  not been denied
a pprova l in a ny s ta te s . S ta ff ha s  conta cte d e a ch of the  P ublic Utility Commis s ions  re gula ting
thos e  17  s ta te s /ju ris d ic tions  to  de te rmine  if INC is  ce rtifica te d  o r re g is te re d  to  p rovide
te le communica tions  se rvice s  in the  s ta te s  lis te d by the  Applica nt. S ta ff a lso inquire d whe the r
the re  we re  a ny consume r compla ints  tile d a ga ins t the  Applica nt. The  infomia tion tha t S ta ff ha s
obta ined indica te s  tha t the re  have  been no consumer compla ints  filed aga ins t [PC in any of the
othe r s ta te s /juris dictions  in which INC is  a uthorize d to provide  te le communica tions  s e rvice s .
Ba s e d on this  informa tion, S ta ff be lie ve s  INC pos s e s s e s  the  te chnica l ca pa bilitie s  to provide
resold point-to-point priva te  line  te lecommunica tions  se rvices .

3. FINANCIAL CAP ABILITY TO  P RO VIDE  THE  RE Q UE S TE D S E RVICE S

In its  Applica tion, INC provide d una udite d fina ncia l informa tion for the  twe lve  months
e nding S e pte mbe r 30, 2005. As  of S e pte mbe r 30, 2005, INC lis te d tota l a s se ts  of $9,069,42l,
tota l equity of $5,252,788, and a  ne t income  of $562,299. The  Applicant provided note s  re la ted
to the  fina ncia l informa tion indica ting tha t it will not re ly on the  fina ncia l re source s  of its  pa re nt
compa ny, INC S ys te ms , Inc. In re s pons e  to S ta ff"s  firs t da ta  re que s t, a n a dditiona l twe lve
months  of financia l information was  provided for the  twe lve  months  ending September 30, 2004.
The  fina ncia l informa tion provide d lis te d tota l a s se ts  of $9,l09,000, tota l e quity of $4,524,000,
a nd a  ne t los s  of $455,000. In  re s pons e  to  S ta ffs  a dditiona l re que s t for a ctua l fina ncia l
s ta tements , INC provided unaudited financia l s ta tements  a llowing S ta ff the  opportunity to ve rify
the  financia l informa tion previous ly supplied by INC.

The  Applica nt s ta te d in its  Ta riff (re fe re nce  Se ction 2.17 on Pa ge  31 of INC's  propose d
Ta riff No. 1) tha t it ma y colle ct de pos its  from its  re s old  point-to-point priva te  line  s e rvice
customers. S ta ff be lie ve s  tha t a dva nce s , de pos its , a nd/or pre pa yme nts  re ce ive d from the
Applicant's  cus tomers  should be  protected by the  procurement of e ithe r a  pe rformance  bond or
an irrevocable  s ight dra ft Le tte r of Credit. As  a  switchle ss  re se lle r, TPC is  cons ide red a  re se lle r
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of long dis ta nce  s e rvice  which ca rrie s  a  minimum bond or dra ft re quire me nt of $10,000 a nd a
re se lle r of loca l e xcha nge  se rvice  which conie s  a  $25,000 minimum bond or dra ft re quire me nt.
S in c e  th e  Ap p lic a n t is  re q u e s tin g a C C &N fo r re s o ld  p o in t-to -p o in t p riva te line
te lecommunica tions  se rvice , the  minimum recommended amount of e ithe r a  pe rformance  bond
or a n irre voca ble  s ight dra ft Le tte r of Cre dit is  $35,000. The  bond or dra ft cove ra ge  ne e ds  to
increa se  in increments  equa l to 50 pe rcent of the  tota l minimum bond or dra ft amount when the
tota l a mount of the  a dva nce s , de pos its , a nd pre pa yme nts  is  within 10 pe rce nt of the  tota l
minimum bond or dra ft amount. Furthe r, measures  should be  taken to ensure  tha t the  Applicant
will not discontinue  se rvice  to its  cus tome rs  without firs t complying with Arizona  Adminis tra tive
Code  ("A.A.C.") R14-2-1107.

To tha t e nd, S ta ff re comme nds  tha t the  Applica nt procure , a t its  dis cre tion, e ithe r a
pe rforma nce  bond or a n irre voca ble  s ight dra ft Le tte r of Cre dit e qua l to $35,000. The  minimum
bond or dra ft a mount of $35,000 s hould be  incre a s e d if a t a ny time  it would be  ins ufficie nt to
cove r a dva nce s , de pos its , a nd/or pre pa yme nts  colle cte d from the  Applica nt's  cus tome rs . The
bond or dra ft amount should be  increased in increments  of $17,500. This  increase  should occur
when the  tota l amount of the  advances , depos its , and prepayments  is  within $3,500 of the  bond
or dra ft a mount. If the  Applica nt de s ire s  to dis continue  s e rvice , it mus t file  a n a pplica tion with
the  Commis s ion purs ua nt to A.A.C. R14-2-l107. Additiona lly, the  Applica nt mus t notify e a ch
of its  cus tomers  and the  Commiss ion 60 days  prior to tiling an applica tion to discontinue  se rvice .
Fa ilure  to me e t this  re quire me nt should re sult in forfe iture  of the  Applica nt's  pe rforma nce  bond
or irre voca ble  s ight dra ft Le tte r of Cre dit. S ta ff furthe r re comme nds  tha t proof of the  a bove
me ntione d pe rforma nce  bond or irre voca ble  s ight dra ft Le tte r of Cre dit be  docke te d within 365
da ys  of the  e ffe ctive  da te  of a n Orde r in this  ma tte r or 30 da ys  prior to the  provis ion of se rvice ,
whichever comes  firs t, and must remain in e ffect until furthe r orde r of the  Commiss ion.

4. E S TABLIS HING RATE S AND CHARGES

The  Applica nt would be  providing se rvice  in a re a s  whe re  a n incumbe nt loca l e xcha nge
ca rrie r ("ILEC"), a long  with  va rious  compe titive  loca l e xcha nge  ca rrie rs  ("CLEcs ") a nd
inte rexchange  ea rNers  a re  providing te lephone  se rvice . The re fore , the  Applicant would have  to
compe te  with those  provide rs  in orde r to obta in subscribe rs  to its  se rvice s . The  Applicant would
be  a  ne w e ntra nt a nd would fa ce  compe tition from both a n incumbe nt provide r a nd othe r
compe titive  provide rs  in offe ring s e rvice  to its  pote ntia l cus tome rs . The re fore , the  Applica nt
would gene ra lly not be  able  to exe rt marke t power. Thus , the  compe titive  process  should re sult
in ra tes that are  just and reasonable .

The  ra te s  propos e d by this  filing a re  for compe titive  s e rvice s . In ge ne ra l, ra te s  for
competitive  services  a re  not se t according to ra te  of re tune  regula tion. S ta ff obta ine d informa tion
from the  compa ny indica ting tha t its  fa ir va lue  ra te  ba s e  is  ze ro. Accordingly, the  Compa ny's
fa ir va lue  ra te  ba s e  is  too s ma ll to be  us e ful in a  fa ir va lue  a na lys is . The re fore , while  S ta ff
considered the  fa ir va lue  ra te  base  information submitted by the  company, the  fa ir va lue  ra te  base
information provided should not be  given subs tantia l we ight in this  ana lys is .
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Both a n a ctua l ra te  a nd a  ma ximum ra te  ma y be  lis te d for e a ch compe titive  s e rvice
offe re d. The  ra te  cha rge d for a  se rvice  ma y not be  le s s  tha n the  Compa ny's  tota l se rvice  long-
mn incrementa l cos t of providing the  se rvice  pursuant to A.A.C. R14-2-l109.

5. REVIEW OF COMPLAINT INFORMATION

The  Applicant has  ne ithe r had an applica tion for se rvice  denied, nor revoked in any s ta te .
The re  have  not been any civil or crimina l proceedings  aga ins t the  Applicant. The  Applicant ha s
no se rvice  compla int his tory in any othe r s ta te  or jurisdiction.

The  Applicant indica ted tha t none  of its  office rs , directors  or pa rtne rs  have  been involved
in a ny civil or crimina l inve s tiga tions , or a ny forma l or informa l compla ints . The  Applica nt a lso
indica ted tha t none  of its  office rs , directors  or pa rtne rs  has  been convicted of any crimina l acts  in
the  past ten (10) years.

6. CO MP E TITIVE  S E RVICE S  ANALYS IS  FO R P RIVATE  LINE  S E RVICE S

6. I PRIVA TE LINE SER VICES

P riva te  line  s e rvice  is  a  dire ct circuit or cha nne l s pe cifica lly de dica te d to the  us e  of a n
end use r organiza tion for the  purpose  of directly connecting two or more  s ite s  in a  multi-
s ite  e nte rprise . P riva te  line  se rvice  provide s  a  me a ns  by which cus tome rs  ma y tra nsmit
and rece ive  messages and da ta  among various customer loca tions over facilities  opera ted
a nd provide d  by the  Applica nt. The  Applica nt is  the re fore  e nga ge d in  provid ing
te le communica tions  se rvice  for hire  to the  public, which fits  the  de finition of a  common
ca rrie r a nd a  public s e rvice  corpora tion. S ta ff be lie ve s  the  Commiss ion ha s  jurisdiction
over the  services  to be  provided by INC. Staff a lso be lieves a  hearing is  necessary.

6.1.1 Description of Requested Services

INC propos e s  to  provide  priva te  line  s e rvice . INC provide s  re s old voice  a nd da ta
te le communica tions  s e rvice s  prima rily to fina ncia l a nd othe r tra ding compa nie s . INC's
se rvice s  a re  de live re d ove r point-to-point priva te  line s  tha t a re  conne cte d to proprie ta ry
trading equipment of its  cus tomers . P resently, the  se rvices  a re  not inte rconnected to the
public switched te lephone  ne twork.

6.1.2 A de scription of the  ge ne ra l e conomic conditions  tha t e xis t, which ma ke s  the  re le va nt
marke t for the  se rvice  one  tha t, is  competitive .

Inte re xcha nge  ca rrie rs  ("IXCs ") hold a  s ubs ta ntia l s ha re  of the  priva te  line  s e rvice
ma rke t. Also, a  numbe r of ILE Cs  a nd CLECs  ha ve  be e n a uthorize d to provide  priva te
line  s e rvice . The  Applica nt will be  e nte ring the  ma rke t a s  a n a lte rna tive  provide r of
priva te  line  se rvice  and, a s  such, the  Applicant will have  to compe te  with seve ra l exis ting
companies  in order to obta in customers.
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6.1.3 The  number of a lte rna tive  providers  of the  se rvice .

IXCs  a re  the  prima ry provide rs  of priva te  line  s e rvice  in the  S ta te  of Arizona . S e ve ra l
ILE Cs and CLECs a lso provide  priva te  line  se rvice .

6.1.4 The  estimated market share  he ld by each a lte rna tive  provider of the  service .

IXCs  hold a  s ubs ta ntia l s ha re  of the  priva te  line  ma rke t. ILE Cs  a nd CLECs  a re  like ly
have  a  smalle r share  of the  priva te  line  marke t.

6.1.5 The names and addresses of any a lte rnative  providers  of the  service  tha t a re  a lso affilia tes
of the  te lecommunica tions  Applicant, a s  de fined in A.A.C. R14-2-801 .

None .

6.1.6 The  ability of a lte rna tive  provide rs  to make  functiona lly equiva lent or subs titute  se rvice s
readily ava ilable  a t competitive  ra tes , te rms and conditions .

IXCs  have  the  ability to offe r the  same  se rvice s  tha t the  Applicant ha s  reques ted in the ir
re s pe ctive  s e rvice  te rritorie s . S imila rly,  ma n y o f th e  ILE  C s  a n d  C LE C s  o ffe r
subs tantia lly s imila r se rvices .

7. R E C O MME NDATIO NS

S ta ff re comme nds  tha t Applica nt's  Applica tion for a  CC&N to provide  re s old point-to-
point priva te  line  te lecommunica tions  se rvice s , a s  lis ted in this  Report, be  granted. S ta ff furthe r
recommends:

Tha t the  App lica n t complie s  with  a ll Commis s ion  Ru le s ,  Orde rs  a nd  o the r
requirements  re levant to the  provis ion of intras ta te  te lecommunica tions  se rvices ,

Tha t the  Applicant abides  by the  qua lity of se rvice  s tandards  tha t were  approved by
the  Commiss ion for Qwes t in Docke t No. T-01051B-93-0183,

Tha t the  Applicant be  required to notify the  Commiss ion immedia te ly upon changes
to the  Applicant's  name, address  or te lephone  number,

4. Tha t the  Applica nt coope ra te  with Commis s ion inve s tiga tions  including, but not
limited to cus tomer compla ints ,

2.

3.

1 .

5. The  ra te s  propose d by this  filing a re  for compe titive  se rvice s . In ge ne ra l, ra te s  for
compe titive  s e rvice s  a re  not s e t a ccording to  ra te  of re turn re gula tion. S ta ff
obta ined informa tion from the  company and ha s  de te rmined tha t its  fa ir va lue  ra te
ba s e  is  ze ro. S ta ff ha s  re vie we d the  ra te s  to be  cha rge d by the  Applica nt a nd
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be lie ve s  the y a re  jus t a nd re a sona ble  a s  the y a re  compa ra ble  to othe r compe titive
loca l can*ie rs  offe ring se rvice  in Arizona  and comparable  to the  ra te s  the  Applicant
cha rge s  in othe r juris dictions . The  ra te  to be  ultima te ly cha rge d by the  compa ny
will be  he a vily influe nce d by the  ma rke t. The re fore , while  S ta ff cons ide re d the  fa ir
va lue  ra te  ba se  informa tion submitte d by the  compa ny, the  fa ir va lue  informa tion
provided was  not given subs tantia l we ight in this  ana lys is ,

S ta ff fiuthe r re comme nds  tha t the  Commiss ion a uthorize  the  Applica nt to discount
its  ra tes  and service  charges  to the  margina l cost of providing the  se rvices ,

S ta ff furthe r re comme nds  tha t the  Applica nt be  orde re d to comply with the  following
conditions . If it does  not do so, the  Applicant's  CC&N sha ll be  null and void a fte r due  process .

The  Applica nt s ha ll docke t conforming ta riffs  for e a ch s e rvice  within its  CC&N
with in  365  da ys  from the  da te  o f a n  Orde r in  th is  ma tte r o r 30  da ys  p rio r to
providing s e rvice , whiche ve r come s  firs t. The  ta riffs  submitte d sha ll coincide  with
the  a pplica tion a nd s ta te  tha t the  Applica nt ma y colle ct a dva nce s , de pos its  a nd/or
prepayments  from its  customers .

The  Applica nt sha ll:

P rocure  e ithe r a  pe rforma nce  bond or a n irre voca ble  s ight dra ft Le tte r of
Cre dit e qua l to $35,000. The  minimum bond or dra ft a mount of $35,000
should be  increased if a t any time  it would be  insufficient to cover advances ,
deposits , and/or prepayments  collected from the  Applicant's  cus tomers . The
bond or dra ft a mount s hould be  incre a s e d in incre me nts  of $17,500. This
increase  should occur when the  tota l amount of the  advances , deposits , and
prepayments  is  within $3,500 of the  bond or dra ft amount.

Docke t proof of the  pe rforma nce  bond or irre voca ble  s ight dra ft Le tte r of
Cre dit within 365 da ys  of the  e ffe ctive  da te  of a n Orde r in this  ma tte r or 30
d a ys  p rio r to  th e  p ro vis io n  o f s e rvice ,  wh ich e ve r co me s  firs t. The
pe rforma nce  bond or irre voca ble  s ight dra ft Le tte r of Cre dit mus t re ma in in
e ffect until furthe r orde r of the  Commiss ion.

If a t s ome  time  in  the  fu ture  the  Applica nt doe s  not co lle ct a dva nce s ,
deposits  and/or prepayments  from its  cus tomers , S ta ff recommends tha t the
Applica nt be  a llowe d to file  a  re que s t for ca nce lla tion of its  e s ta blis he d
pe rforma nce  bond or irre voca ble  s ight dra ft Le tte r of Cre dit re ga rding its
resold se rvices . Such request must re fe rence  the  decis ion in this  docke t and
mus t e xpla in  the  Applica nt's  p la ns  for ca nce ling  thos e  portions  of the
pe rformance  bond or irrevocable  s ight dra ft Le tte r of Credit.

6.

2.

1 .

3. The  Applicant sha ll abide  by the  Commiss ion adopted rule s  tha t address  Unive rsa l

b.

a.

c.
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S e rvice  in Arizona . A.A.C. R14-2-1204(A) indica te s  tha t a ll te le communica tions
se rvice  provide rs  tha t inte rconne ct into the  public switche d ne twork sha ll provide
funding  for the  Arizona  Unive rs a l S e rvice  Fund ("AUS F"). The  Applica nt will
make  the  necessa ry monthly payments  required by A.A.C. R14-2-l204(B).

7. I RECOMMENDATION ON THE AP P LICANT 'S  P ETITION TO HA VE ITS  P ROP OS ED
SER VICES CLASSIFIED AS COMPETITIVE

Staff be lieves tha t the  Applicant's  Proposed service
The re  a re  a lte rna tive s  to the  Applica nt's  se rvice s .
customers to purchase  its  services , and the  Applican
loca l exchange  or intra s ta te  access  se rvice  marke ts .
h a s  n o  m a rke t  p o we r in  th e  lo c a l e xc h a n g e
te le communica tions  se rvice s  e xis t. S ta ff the re fore
proposed services  be  classified as  competitive .

e s  should be  cla ss ified a s  compe titive .
The  Applica nt will ha ve  to convince
thos  no ability to adve rse ly a ffect the

The re fore , the  Applica nt curre ntly
wh e re  a lte rn a tive  p ro vid e rs  o f
re comme nds  tha t the  Applica nt's



Atta chme nt A

The  following a re  the  s ta te s /jurisdictions  in which INC is  currently offe ring te lecommunica tions
se rvices  s imila r to those  it intends  to offe r in the  S ta te  of Arizona :

1 .  Ca lifo rn ia
2. Conne cticut
3 . Dis trict of Columbia
4 .  Illin o is
5 . Ind ia na
6. Ma ssa chuse tts
7 .  Mic h ig a n
8 .  Mis s o u ri
9 .  Mon ta na
l0. Ne va da
ll. Ne w J e rs e y
12. Ne w York
13. North Ca rolina
14. Ohio
l5. Ore gon
16. Pennsylvania
l7. Te xa s


